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Coffee prices began a moderate recovery in late January and February after falling steadily for
several months. On Feb. 8, the March coffee futures contract at New York's Coffee, Sugar, and Cocoa
Exchange (CSCE) closed at about US$1.23 per pound, a marked recovery from the US$0.91 per
pound quoted at the beginning of January. Nevertheless, the price is still far below the peak of US
$2.45 set in July of 1994, which at that time represented the highest coffee price registered on the
world market since the mid-1980s.
One factor in the recent recovery in coffee prices was news of weather-related damage to coffee
trees in Mexico, Guatemala, El Salvador, and Honduras during January. The four countries together
account for more than 10% of the world's total coffee production. Heavy rains began to fall at
the peak of harvest, which resulted in damage to the quality of coffee beans and interfered with
efforts by producers to bring harvested beans to market. In fact, according to one estimate, rain
in Mexico's Chiapas state probably reduced Mexico's total coffee production for this year by 10%.
Coffee production in Chiapas alone is said to have declined by 40% due to the rain. Ironically,
before the rain damage, Mexico's Agriculture Secretariat (Secretaria de Agricultura, Ganaderia y
Desarrollo Rural, SAGDR) had projected an increase of 14.7% in Mexico's coffee production during
the 1995-1996 crop year.
The forecast had been based on a survey conducted by the Mexican coffee council (Consejo
Mexicano del Cafe, CMC). However, the weather was only a relatively small factor in the price
recovery in late January. The most important influence on prices during the month was a decision
by the Association of Coffee Producing Countries (ACPC) to extend a coffee retention scheme,
which was due to expire in June of this year. The 33-member ACPC, which includes 10 Latin
American countries, arrived at the decision at a meeting in London on Jan. 23. Under the scheme,
first implemented in June 1995, coffee producing countries reduced their individual exports by about
20% in order to arrive at a pre-set global export limit of about 60.4 million bags for the coffee year
(see NotiSur, 07/13/95).
Latin American countries, which account for the largest percentage of global coffee production,
appear to have the strongest influence on ACPC decisions. This was evident at the ACPC meeting
in London in January, when the organization adopted the proposal by Latin American countries to
keep retention levels at 20%. Many African producers had proposed increasing retention levels to
a higher percentage. Indeed, before the ACPC meeting in London, representatives from seven of
the 10 Latin American members in the organization met in Brazil on Jan. 15 to ensure a common
strategy at the ACPC meeting in London. Those attending the meeting included Brazil, Colombia
Costa Rica, Nicaragua, Honduras, El Salvador, and Guatemala.
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In addition to the seven countries, Peru, Ecuador, and Venezuela are also members of the ACPC.
Still, despite the semblance of a united front from Latin American countries at the ACPC meeting
in London, Colombia and Venezuela continued to voice some reservations about the retention
scheme. The two countries, along with Indonesia, argue that the plan has had only a small effect on
supporting prices while forcing coffee producers to forego potential export revenues and absorb
increased storage costs. In fact, Ramon Hernandez, president of Venezuela's national coffee fund
(Fondo Nacional del Cafe), told Inter Press Service before the ACPC meeting in London that some
coffee producers in his country were pushing for abandonment of the retention scheme, since it did
not make sense for producers to retain supplies during a time of global shortages of coffee.
Still, many coffee producing countries credit the ACPC's retention scheme for helping keep prices
from falling further over the past several months. Global coffee prices had increased to US$2.45 in
July 1994, following news of severe drought and frost damage in Brazil (see NotiSur, 07/28/94). After
reaching that peak, however, prices fell steadily over the next several months until the retention
scheme was announced in mid-July 1995. At that point, prices increased for a brief period but
resumed their downward trend through most of the second half of 1995 and into the beginning of
1996. The erosion in prices late last year raised the question of whether the retention scheme alone
is effective enough to help boost prices. In interviews with news organizations, representatives
of coffee producer groups in Latin America question why prices have fallen when coffee supplies
remain tight in consuming countries.
According to the ACPC, world stocks of coffee in consuming countries as of early December were
already at their lowest level in 20 years, at just 8.7 million bags. Many coffee producing countries
complain that the decline in prices could only be the result of market "manipulation" on the part
of consuming countries, since the supply of coffee in these countries was at the lowest point in two
decades.
Some have specifically placed the blame on the multinational companies responsible for marketing
coffee, such as Nestle and General Mills. In an interview with Inter Press Service, David Robleto,
president of Nicaragua's coffee producers union (Union Nicaraguense de Cafetaleros, UNICAFE),
said Latin American coffee producers were considering other proposals in addition to extending
the retention scheme to deal with the decline in prices. He said one proposal mentioned, but not
seriously considered, was to suspend the sale of Latin American coffee futures at the CSCE. Futures
market analysts admit that speculative selling and buying is prevalent in futures markets but said
many times trading decisions are based on perceptions about supply and demand.
For example, one analyst noted that traders bought coffee futures in early January, following
rumors about possible freeze damage to the Mexican crop. When those rumors turned out to be
unfounded, the sellers then sold their futures contracts, causing prices to decline briefly in midJanuary. "People who bought the market at US$1.00 liquidated today," said analyst Judith Ganes
of Merrill Lynch, reporting on the market trends on Jan. 14. According to analysts, the other side
of the coin influencing the price decline has been a sharp drop in consumption, which was in
response to the surge in prices in July. Coffee prices are generally considered "inelastic," meaning
that demand remains constant even when prices increase in small increments. On the other hand,
a surge in prices, such as the one that took place in July 1994, tends to result in sharp reductions in
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consumption. Indeed, Reuter news service reported that consumption in the US had dropped so
much in the last half of 1995 that coffee roasters were offering discounts to processors and retailers
in order to stimulate demand.
According to estimates from the ACPC, global coffee consumption for the period between October
1994 and September 1995 declined by as much as 6% from the same 12-month period the year
before, mainly because of high prices. Coffee consumption levels in Europe are beginning to have
a greater influence on global prices than similar trends in the US. According to a report from the
CSCE, the US currently accounts for less than one-third of global coffee consumption, compared
with two-thirds in the 1940's.
At the same time, consumption has increased significantly in the European countries during the
same period. Beyond the low inventories in Europe and the US, global prices are also affected by
reports of tight supplies within Brazil and Colombia. The two countries accounted for about 43%
of world green coffee production for the 1993-1994 crop year. The concerns about tight supplies in
Colombia and Brazil were reflected in the futures market rally on Feb. 8, when the March coffee
contract at the CSCE rose to US$1.23 per pound. Analysts attributed the sharp rise to news that
coffee bags that had been in storage for a long time attracted almost the same price as newly stored
coffee at an auction in Brazil on Feb. 8.
"The auction showed there's a real lack of supply," said Nathan Herszkowicz of the Sao Paulo
Roasters Association. In addition to the Brazilian news, there were reports that Colombia's coffee
growers federation (FEDCAFE) was buying coffee intended for the internal market in order to
satisfy export contracts. Meantime, before the latest ACPC plan was ratified by member countries
in January, some coffee producing countries in Latin America were already considering their own
schemes to boost prices by slowing down or even temporarily suspending exports. One such plan,
floated by Costa Rica, proposed that producers consider suspending coffee exports entirely for a set
period of time in order to support prices.
According to Ruben Pineda, executive director of El Salvador's coffee council (Consejo Salvadoreno
del Cafe, CSC), the plan later became one of several alternatives discussed by ACPC members at
the organization's meeting in London. In Mexico, Ignacio Yris Salomon, president of the national
coffee growers federation (Federacion Nacional del Cafe, FNC) said coffee growers in Mexico have
already been storing rather than selling their harvest in the hope that coffee prices will recover in
the next several months. Mexico, which is not a member of the ACPC, is not bound by the coffee
retention scheme reached in London in late January. However, Mexican coffee producers are placing
increasing pressure on the federal government, the FNC, and other key coffee organizations to join
the ACPC.
The ACPC was formed in 1993, at about the same time as the US Congress was in the midst of
debate over ratification of the North American Free Trade Agreement (NAFTA). Mexico refrained
from joining the ACPC in order not to have a negative influence on the NAFTA debate (see
SourceMex, 12/01/93). [Sources: Journal of Commerce, 09/20/95; Agencia Centroamericana de
Noticias- Spanish news service EFE, 01/04/96, 01/10/96; Agence France- Presse, 01/09/96, 01/13/96,
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01/15/96; Inter Press Service, 01/16/96, 01/19/96, 01/20/96; Excelsior (Mexico), 01/21/96; Reuter,
01/24/96; El Pais (Colombia), 01/26/96, 01/30/96; New York Times, 11/15/95, 01/27/96, 02/09/96)
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